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COMMONWEALTH OF VIRGINIA 
STATE CORPORATION COMMISSION 

at Richmond 

COMMONWEALTH OF VIRGINIA ) 
) 
) 
) 

) 
) 
) 
) 
) 

At the relation of the 

STATE CORPORATION COMMISSION ) Case No. PUE-2002-00645 

Ex Parte, In the matter concerning 
the provision of default service to retail 
customers under the provisions of the 
Virginia Electric Utility Restructuring Act 

PRELIMINARY COMMENTS OF 
THE VIRGINIA ELECTRIC COOPERATIVES 

Pursuant to the Virginia State Corporation Commission’s (“Commission”) 

December 28, 2002, Order Establishing Investigation, A&N Electric Cooperative, 

BARC Electric Cooperative, Central Virginia Electric Cooperative, Community 

Electric Cooperative, Craig-Botetourt Electric Cooperative, Mecklenburg Electric 

Cooperative, Northern Neck Electric Cooperative, Northern Virginia Electric 

Cooperative, Prince George Electric Cooperative, Rappahannock Electric 

Cooperative, Shenandoah Valley Electric Cooperative and Southside Electric 

Cooperative, Inc., and the Virginia, Maryland & Delaware Association of Electric 

Cooperatives (“VMD Association”), (collectively, the “Cooperatives”) hereby join in 

filing these Comments of the Virginia Electric Cooperatives in this proceeding. 



I. Introduction 

On December 23, 2002, the Commission entered its aforementioned Order 

Establishing Proceeding that, inter alia, opened this docket in order to receive input 

from interested parties regarding its statutory obligation to determine the 

components of default service and to establish one or more programs to make such 

services available to retail customers effective January 1, 2004, pursuant to the 

Virginia Electric Utility Restructuring Act, §§ 56-576 et seq. of the Code of Virginia 

(“Code”), as amended (the “Restructuring Act” or the “Act”). By this order the 

Commission instructed its Staff to convene a work group of interested persons to  

help Staff identify and resolve issues related to the Commission’s obligations under 

§ 56-585 of the Code. Staff is to convene the first meeting of the work group on 

March 4, 2003. 

Commission Staff is then to prepare a report including recommendations on 

determining the components of default service and establishing programs t o  make 

such services available to retail customers. In order t o  start the process and t o  

begin framing issues for the work group discussions, the Commission requested 

initial comments from interested parties that are to include responses to thirteen 

questions posed by the Commission relative to default service. The following are 

the Virginia Cooperatives’ responses to the Commission’s thirteen questions, and 

other pertinent remarks. 
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11. Discussion 

A. Statutory Background 

Section 56-585 of the Restructuring Act addresses the provision of default 

service for retail customers once customer choice is available throughout the 

Commonwealth. Under the Act, the term “default service” is not defined in terms of 

services, but rather in terms of the potential recipients of the service. Thus, “default 

service” is service provided to retail customers who (i) do not affirmatively select a 

supplier; (ii) are unable to obtain service from an alternative supplier; or (iii) have 

contracted with an alternative supplier who fails to perform. Section 56-585 also 

makes several references to having the Commission designate a default service 

provider “to provide one or more components of such services, in one or more regions 

of the Commonwealth, to one or more classes of customers.” These references are 

likely the root of several of the questions posed by the Commission in this 

proceeding. While no specific components of such service are described in the Act, 

at least two aspects of default service are evident: (i) default service is a service 

offered to retail customers (i.e., ultimate consumers); and (ii) default service is 

available when other suppliers either are not providing or cannot provide service. 

Another important aspect of § 56-585 (and of particular interest to the 

Cooperatives) is the differentiated treatment of distribution electric cooperatives 

under § 56-585.F with regard t o  default service. First and foremost, under subpart 

F, a distribution cooperative “shall have the obligation and right to be the supplier 

of default services in its certificated service territory” (emphasis added). While 
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another supplier may be designated as the default service provider t o  the customers 

of other incumbent utilities at some future time, under current law (subject to 

certain conditions and limitations) each of the Cooperatives will continue t o  be the 

default service provider in its service territory, regardless of market conditions. 

The rates for default service offered by a cooperative also are subject to different 

treatment. Under subsection F, a cooperative’s rates for default service are to be 

based on is its “prudently incurred costs,” and subsections B and C of § 56-585 

(addressing the designation of alternative default suppliers and rates for default 

service provided by a distributor) do not apply. However, if a cooperative elects or 

seeks t o  be a default provider of another electric utility, the default supplier in its 

service territory may be designated by the Commission under § 56-585.B. 

In addition, § 56-585.F may provide some guidance in answering some of the 

questions asked by the Commission in this proceeding. For example, for a 

cooperative, the “geographic scope” regarding default service is clearly defined as 

relating to its “certificated service territory.” Also, for purposes of subsection F, 

default services specifically include the supplying of electric energy and “all services 

made competitive pursuant to § 56-581.1” of the Act, i .e. ,  competitive retail electric 

billing and metering. The terms of the Act applying specifically to the Cooperatives 

may suggest how like terms should apply to other utilities. 

Overall, the Cooperatives are treated differently under the Restructuring Act 

with regard to default service. The Cooperatives believe that consideration of the 
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provisions on default service relative to the Cooperatives may provide insight on the 

components and other aspects of default service for other electric utilities. 

B. The Thirteen Questions 

1. 

Clearly, the provision of a “backstop” for retail electricity supply service is the 

central focus of default service. In addition, as mentioned in §56-585.F, competitive 

metering and billing could be regarded as components of default service and thus 

covered by or subject to the default service provisions. However, it would be 

difficult to envision a circumstance where any benefit would derive from 

What should be the specific components of default service? 

“unbundling” default service into separate components, except perhaps when 

metering or billing services are provided by a competitive service provider (“CSP) 

different from the CSP supplying power (or when alternative suppliers are available 

for default services but not electricity supply service). In such a case, a customer 

could receive one service from a competitive supplier and another service from a 

default provider. Still, with regard to the Cooperatives, they will remain the default 

suppliers for any and all components of default service recognized in the course of 

this proceeding. 

2. Whether, given the virtual absence of competition in  Virginia’s retail 
generation market, incumbent electric utilities should continue to provide 
default service at capped rates at the present time; if so, what changes in 
statute, policy, infrastructure, market conditions, and/or other 
circumstances are necessary to allow for the practical provision of default 
service by an  entity other than the incumbent? 

At the present time, incumbent electric utilities must continue to provide 

default service at  capped rates, regardless of the status (virtual or real) of 
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competition in Virginia’s retail generation market. The Restructuring Act does not 

include a provision permitting parts of it to be repealed, suspended or ignored based 

on the absence of retail competition. 

The Restructuring Act (as amended) was a carefully crafted piece of 

compromise legislation based on lengthy and intricate study, discussion and 

negotiation. Identifying the changes that might be necessary to allow the “practical 

provision of default service” by alternative suppliers would be no easy or quick task. 

In addition, this would be a curious approach to problems plaguing competition in 

the retail sale of electricity. It hardly appears appropriate to attempt to solve the 

virtual absence of retail competition in Virginia by attempting to address perceived 

problems affecting the provision of baseline, backstop services. The notion of 

working to fix problems in the provision of potentially risky, safety-net default 

services prior to addressing the overall absence of competition in the retail 

electricity market (Le., working from the bottom up) is, t o  say the least, a novel 

approach. 

The Cooperatives do not believe that changing the terms of default service is 

the best place to begin efforts to correct problems with retail competition. In 

addition, the balance of risks and rewards offered in the Act are intricate, and are 

interwoven throughout its text. In fairness, if revision of the default provisions of 

the Act is to be considered, the entire Act would have to be reviewed and 

reconsidered in order to assure that the overall balance previously achieved is 

preserved. 
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3. What should be the geographic scope of a default service provider’s 
territory, i.e. statewide, incumbent utility service territory, regions served 
by specific regional transmission entities; divisions with an incumbent 
utility> service territory; major metropolitan and surrounding areas, etc.? 

For the Cooperatives, the geographic scope of each cooperative’s default 

service territory is controlled by the express terms of the Restructuring Act. Under 

§56-585.F, each cooperative is the supplier of default services in its certificated 

service territory. In addition, under § 56-585.B.3, the Commission may in certain 

circumstances require a distributor t o  serve as the default service provider, but not 

outside of the territory in which the distributor provides service. Continuing to 

administer default service based on incumbent utility service territories makes good 

sense, especially during the course of the transition to retail access. 

Default service is intended to be a safety net. In some jurisdictions, the 

default provider is described as the “provider of last resort.” If Virginia begins to 

assign “default service territories” that are different from the incumbent utility 

service territories, the chance that some customers or areas might slip through the 

net will increase. 

Competition to provide default service in some specific, limited geographic 

areas is not likely to be a primary driver toward the advent of competition in 

Virginia’s retail electricity market. In addition, unless there is change in the 

statute, the division of default service territories will continue to be along service 

territory lines for the Cooperatives. For now, default service should continue to be 

geographically divided along traditional service territory lines for all of Virginia. 

Alternative ways t o  re-divide the other incumbent utilities’ default service 



territories can and should be put off at  least until the transition to retail access is 

complete and retail competition is fully established and under way. 

4. Whether default service, as contemplated by § 56-585 of the Act, should be 
limited to unregulated service, i.e. is it necessary to designate distribution 
service as a default service? 

No, it is not necessary to designate distribution service as a default service. 

Default service, as contemplated and described by § 56-585, is necessarily limited to 

otherwise unregulated, competitive services offered by other service providers. As 

discussed above, the definition of default service contemplates, in one way or 

another, the absence of another or alternative supplier of the service. Distribution 

services are not open t o  retail access or choice; there is not to be any alternative 

supplier or competition with regard to distribution service. 

Default service is a retail electricity supply service issue, not a distribution 

issue. Under the proper conditions (for incumbent utilities other than the 

Cooperatives), default service could be provided by another supplier that competed 

for that responsibility. However, the same is not true for distribution service. 

There is no legal basis for displacing a distribution provider and replacing it with an 

alternative, competitive default distribution service provider; therefore, there is no 

reason to designate distribution service as a default service. 

5. For generation-related default service, whether the separate components of 
generation service to retail customers (capacity or resource reservation, 
energy, transmission and ancillary services) should be treated as separate 
default services or bundled into a single service? 

In the Cooperatives’ view, while metering and billing could conceivably be 

offered as separate components of default service, support for the ultimate sale and 
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consumption of generation, i.e., electricity supply service, is the vital component of 

default service. The question then is whether there are sub-components of retail 

generation service that should (or could) be offered as a default service. 

The emphasis in default service is, as it should be, on the notion of providing 

a “safety net” or “backstop” or source of “last resort.” Default service is not likely to 

provide an incentive for the creation o f  new categories of competitive service 

offerings. In the future, to the extent competitive markets for sub-components of 

retail generation service develop, offering those services on a default service basis 

could one day be of interest to competitive service providers. Again, however, the 

market for the component service should develop before it is considered or classified 

as a separate service that could be offered on a default basis, as opposed to 

identifying a component of default service and then waiting to see if a market for 

that service develops. For now, all of the components of generating service should 

remain bundled as one for default electricity supply service. 

6.  For generation-related default service, whether the service should be 
delivered to the retail customer or to the incumbent utility? 

The Cooperatives are not clear on what distinction the Commission is making 

in describing “generation-related default service,” but regardless of the meaning, it 

does not appear that the Restructuring Act contemplates anything other than 

generation-related services to the ultimate consumer, the retail customer, when it 

describes default service. Only a consumer who does not make a choice, is without 

choice o r  had its choice taken away is able and entitled to obtain default service. 

Generation generally is delivered to the ultimate consumer through the incumbent 
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distribution utility, but the exchange in a default service transaction clearly is 

between the default service provider and ultimate (retail) default customer. 

7. Whether the language of the statute prohibits the provision of default 
service to an incumbent utility on behalf of  a group of customers, i.e. 
could a third party provide service to an incumbent utility for indirect 
service to retail customers (service to satisfy load growth, specific 
localities, or to customer subgroups)? 

This question is also somewhat confusing. The question appears to relate to 

a competitive offering rather than a default service offering. While it is easy to 

picture a service provider offering electricity supply service to  supply a locality or a 

customer sub-group, or offering t o  meet a utility’s load growth, it is difficult to 

conceptualize a service provider approaching an aggregated group or a municipality 

to make an offer to provide its default service requirements. In addition, if the 

service described is provided to the incumbent utility for resale to end-users rather 

than directly to the retail consumer, it would be a wholesale transaction, 

introducing additional jurisdictional issues. Such an offering also could create the 

need for multiple default service providers within a single service territory. 

Nothing in the statute appears to explicitly forbid the provision of default 

service, at  retail, for delivery to an incumbent utility on behalf of a group of retail 

customers. If a demand for such a service ever developed, the provision of that 

service does not appear to be expressly prohibited. However, the potential problems 

presented by such an offering may well outweigh the potential benefits. 

8. Whether theprovision of default service should differ by customer class? 



As stated earlier herein, the Restructuring Act makes repeated reference to 

having the Commission designate a default service provider to provide such services 

“to one or more classes of customers.” This leads to questions about whether default 

services need be differentiated by customer class. 

As stated above, default service should be a base line, back-up service 

available t o  all eligible customers. While the terms and conditions of receiving 

default service may differ by customer class (due to the particular characteristics of 

each class), the provision of default service need not necessarily differ by customer 

class. Each customer should be able to obtain default service that is at least 

comparable to the service it is able to receive on a non-default service basis, or  had 

previously received, but nothing appears to require that it should be different for 

different customer classes. 

9. Whether different components of default service can be provided by 
different suppliers? 

If a competitive market develops and providers are interested in offering (and 

competing for) different components of default service, there is no evident statutory 

bar to having various suppliers provide different services. Still, it should not be 

driven by regulation; the components should be identified and competition should 

develop through the functioning of the market. That being said, at this stage of the 

development of retail access, it appears highly unlikely that different suppliers 

would want to compete t o  provide various components of default service. 
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10. Whether default service has the same meaning for different classes of 
customers, i.e., those who do not affirmatively select a supplier, those who 
are unable to obtain service from an alternative supplier, or those who 
have contracted with an alternative supplier who fails to perform? 

The term “default service” could have a somewhat different connotation for 

the third “class” or category of the eligible recipients of default service, those whose 

alternative supplier has failed them. Default service to that group is more like 

replacement power service, rather than simply a basic, available service. However, 

there does not appear to be any real reason for differentiating the meaning of 

default service among the three types of customers eligible for such service. In the 

end, default service is still a backstop service for the eligible customers. 

11. How should charges for default service be collected? 

Charges for default service should be collected in the normal course of 

business. Generally speaking, if a single entity is proving consolidated billing 

services for electricity supply and distribution services (in the Cooperatives’ case, 

generally the Cooperatives) that entity also should provide the billing services for 

default customers. If there is separate billing, default service could be separately 

billed. 

12. Whether metering, billing and collecting services should be deemed 
components of default service? 

As stated earlier, in the case of electric cooperatives in Virginia, metering and 

billing services made competitive pursuant to $56-581.1 are to be included, along 

with electric energy supply, as default services. That being the case, it seems 

reasonable to identify metering and billing as either components of default service 
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or as separate default services across the board for all incumbent electric utilities. 

Collecting simply seems to be a sub-component of billing rather than a separate 

component of default service. 

13. What implications would the alternative provision of default service have 
for the determination of wires charges? 

Under § 56-583 of the Restructuring Act, customers that are subject to  and 

receiving default service prior to the expiration of the capped rate period “shall pay 

a wires charge . . . . ’ I  Wires charges are the excess, if any, of the incumbent electric 

utility’s capped generation rate over the projected market prices for generation, as 

determined by the Commission. In the Cooperatives’ view, the alternative provision 

of default service should have no implication with regard to the determination of 

wires charges. 

111. Conclusion 

The Cooperatives respectfully offer these initial comments and responses to 

the Commission’s questions relative to default service. The Cooperatives look 

forward to working with the Commission, Commission Staff, the Office of the 

Attorney General and other interested parties in the work group assembled t o  

assist Staff in developing recommendations t o  the Commission regarding the 

components of default service and the establishment of programs to make default 

services available to eligible customers. 
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Respectfully submitted, 

for A&N Electric Cooperative, 
lectric Cooperative, 

C e n Q  Virginia Electric Cooperative, 
Community Electric Cooperative, 
CraigBotetourt Electric Cooperative, 
Mecklenburg Electric Cooperative, 
Northern Neck Electric Cooperative, 
Northern Virginia Electric Cooperative, 
Prince George Electric Cooperative, 
Rappahannock Electric Cooperative, 
Shenandoah Valley Electric Cooperative, 
Southside Electric Cooperative, Inc. 
and the 
Virginia, Maryland & Delaware Association of 
Electric Cooperatives 

John A. Pirko 
LeClair Ryan, A Professional Corporation 
4201 Dominion Boulevard Suite 200 
Glen Allen, Virginia 23060 

(804) 783-7680 
jpirko@lecZairryan.com 
February 7, 2003 

(804) 968-2982 
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